No.  01 


Your  Taxes  In  Montana 


No.  01     The  Present  System:     Is  It  Fair? 
Is  It  Balanced? 


September  12,  1986 


Montana  Department  of  Revenue 
Helena,  Montana  59620 
(406)     444-2460 


STATE  DOCUMENTS  COLLECTION 

MAR  2  fl  1987 

MONTANA  STATE  LIBRARY 

1515  E.  6th  AVE. 
HELENA.  MONTANA  59620 


'  Jl     3 


r^  K. 


r'\ 


*  ^  ^ 


5     }     i 


« r\n 


U  At  hf 


r^ 


THE  PRESENT  SYSTEM:     IS  IT  FAIR?     IS  IT  BALANCED? 


*  Most  Montanans  pay  about  the  same  percentage  of 
income  in  taxes. 

*  Some  Montanans  with  high  incomes  pay  less  than  other 
citizens. 

*  With  mineral  taxes  contributing  the  share  of  revenue 
other  states  realize  from  a  sales  tax,  Montana's  tax 
structure  is  balanced. 


THE  MONTANA  TAX  SYSTEM:   IS  IT  FAIR? 


Each  of  us  has  our  own  perception  of  a  "fair"  tax  system.  A 
veteran  Congressman  lias  suggested  that  the  fairest  tax  is  one 
that  someone  else  pays.  But  most  people  agree  that  an  important 
measure  of  fairness  is  that  higher  income  earners  should  pay  more 
tax  than  lower  income  earners.  Most  would  also  agree  that  tax- 
payers in  similar  economic  circumstances  snould  pay  similar  tax- 
es . 

We  have  examined  the  two  most  important  taxes  individual  Mon- 
tanans  pay  using  these  two  measures  of  fairness  .   We  find  that: 

*  The  share  of  income  used  to  pay  income  taxes  declines  after 
$30,000  of  income  when  the  deduction  of  state  income  taxes 
on  federal  income  tax  forms  is  considered  (federal  offset). 

*  The  share  of  income  used  to  pay  income  taxes  varies 
significantly  between  households  having  equal  incomes,  with 
this  variation  most  pronounced  in  high  income  brackets. 


* 


The  share  of  income  used  to  pay  property  taxes  falls  after 
$10,000  of  income,  even  though  property  tax  relief  passed 
during  the  1985  legislative  session  substantially  reduced 
property  tax  burdens  for  low  income  families. 


FAIRNESS 

What  is  a  taxpayer's  "fair  share"?  For  tax  purposes,  income  is 
usually  used  to  measure  the  relative  well-being  of  households. 
Tax  systems  are  generally  considered  fair  when  households  that 
have  equal  incomes,  and  all  other  things  equal,  pay  equal  amounts 
of  tax.  This  is  often  referred  to  as  horizontal  equity. 
Alternatively,   vertical   equity   suggests   that   households  with 
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higher  incomes,  but  all  other  things  equal,  should  pay  higher 
taxes. 

How  much  more  tax  higher  income  households  should  pay  is  open  to 
debate.  But  with  respect  to  this  notion,  taxes  may  be  described 
by  one  of  the  following  terms: 

*  Regressive  -  the  percentage  of  income  paid  in  taxes  falls 
as  incomes  rise. 

*  Proportional  -  the  percentage  of  income  paid  in  taxes 
remains  the  same  for  all  income  levels. 

*  Progressive  -  the  percentage  of  income  paid  in  taxes  rises 
as  incomes  rise. 


In  general,  progressive  or  proportional  taxes  are  preferred 
because  regressive  taxes  place  the  greatest  burden  on  those  with 
the  least  ability  to  pay.  Moreover,  progressive  taxes  are  often 
used  to  balance  a  tax  system  that  includes  other  regressive  tax- 
es. 

INDIVIDUAL  INCOME  TAX 

Income  taxes  are  generally  represented  as  being  progressive.  How 
progressive  is  Montana's  income  tax? 

2 
Figure  1  shows  average  tax  rates   across   all   income   brackets  . 

Rates   rise   very   rapidly   up  to  around  $30,000  of  income;  rates 

rise  only  slowly  between  $30,000  and  $70,000,  then  remain   fairly 

flat  up  to  the  highest  income  bracket. 
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Figure    1 

INCOME  TAX  RATES 
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The  average  tax  rate  in  the  highest  income  bracket-? 120 , 000  and 
above-is  the  same  as  the  tax  rate  in  the  $35,000  income  bracket. 
Income  tax  rates  are  not  progressive  in  middle  to  upper  income 
brackets  in  Montana. 

FEDERAL  OFFSET 

Taxpayers  are  allowed  to  deduct  state  income  taxes  on  federal  tax 
forms.  In  effect,  this  means  that  a  portion  of  state  income 
taxes  are  paid  for  by  the  federal  government.  The  effect  of  this 
"federal  offset"  is  shown  in  Figure  2.  Rates  rise  up  to  $25,000, 
but  slowly  fall  thereafter.  When  the  effects  of  the  federal 
offset  are  included,  the  individual  income  tax  becomes  somewhat 
regressive  over  middle  and  high  income  brackets.  The  average  tax 
rate  for  persons  in  the  top  bracket-$120 , 000  and  above-is  1.7%, 
while  the  rate  in  the  $30,000  bracket  is  2.3%,  or  35%  higher. 
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Figure    2 

AVERAGE  INCOME  TAX  RATES 


WITH  AND  WITHOUT  FEDERAL  OfTSET 


8 

Q 


120 


INCOME  BRACKET  ($1,000) 
HORIZONTAL  EQUITY 

Federal  offset  aside,  individual  income  tax  rates  do  not  appear 
to  be  progressive  over  most  of  the  middle  to  upper  income  brack- 
ets, even  though  Montana  is  believed  by  some  observers  to  have  a 
"progressive"  income  tax  structure.   Why  is  this? 

The  answer  to  that  lies  in  the  fact  that  at  higher  income  levels 
some  Montanans  are  paying  a  significant  share  of  their  incomes  in 
taxes  while  others  are  paying  little  or  nothing.  As  income  ris- 
es, the  differences  in  tax  burdens  widen. 
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Figure    3 

VARIATION  IN  AVERAGE  TAX  RATES 
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Figure  3  shows  that  25  percent  of  all  households  face  a  tax  rate 
that  is  lower  than  the  rate  plotted  on  the  25th  quantile  line; 
and  25  percent  of  all  households  face  a  tax  rate  that  is  higher 
than  the  rate  plotted  on  the  75th  quantile  line.  Half  of  all 
households  in  each  bracket  face  rates  between  the  two  lines. 

The  data  show  a  significant  degree  of  horizontal  inequity  in  the 
income  tax.  As  Figure  4  shov,'s ,  households  in  each  income  bracket 
face  widely  divergent  tax  rates.  Furthermore,  this  inequity 
appears  to  grow  as  incomes  rise.  This  is  illustrated  by  the 
following  examples: 
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*  In  the  highest  income  brackets,  rates  range  from  a  high  of 
nearly  5  percent  to  a  low  of  about  1.5  percent, 

*  Calendar  year  1984  data  indicate  that  in  the  highest 
income  bracket  14  percent  of  all  households  pay  zero 
Montana  income  tax,  20  percent  of  all  households  pay  less 
than  $1,000  in  state  income  tax. 

*  In  households  where  married  couples  file  joint  returns, 
fully  26  percent  of  all  households  with  incomes  in  excess 
of  $100,000  pay  no  state  income  tax. 

In  high  income  brackets  some  households  are  paying  a  large  amount 
of  tax,  while  other  households  are  paying  little  or  no  tax.  It 
is  these  high  income-low  tax  households  that  act  to  pull  the  tax 
rate  curve  down  in  the  upper  brackets  of  Figure  1. 

The  major  contributors  to  this  imbalance  are  the  exclusion  for 
capital  gains  income,  the  deduction  for  federal  income  taxes,  and 
the  deduction  for  interest  expense  other  than  home  mortgage 
interest.  The  most  recent  federal  tax  reform  proposal  would 
eliminate  or  substantially  reduce  these  provisions  of  current  tax 
law,  greatly  improving  horizontal  equity. 

PROPERTY  TAX 

How  progressive  are  property  taxes  in  Montana?  Based  on  average 
itemized  deductions  for  residential,  motor  vehicle,  and  personal 
property  taxes.  Figure  4  shows  property  tax  payments  as  a  percent 
of  income  across  all  income  brackets.  The  graph  also  shows  how 
low  income  property  tax  relief,  passed  during  the  1985  legisla- 
tive session,  substantially  reduced  property  taxes  for  low  income 
families.  Nevertheless,  on  the  basis  of  income,  it  appears  that 
property  taxes  are  slightly  regressive. 
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what  this  means  is  that  taxpayers  in  upper  income  brackets  pay  a 
smaller  percentage  of  income  for  property  tax  than  do  taxpayers 
in  lower  income  brackets. 


Figure  4 

PROPERTY  TAX  AS  A  PERCENT  OF  INCOME 


with  ond  Wtthout  Low  Ineoma  Rollof 


120 


WKh  R«flef 


INCOME  BRACKET  ($1,000) 

+        Without  Reflaf 


However,  not  shown  in  Figure  4  is  the  effect  of  Montana's  elderly 
homeowner /renter  credit.  Including  this  credit  would  reduce 
rates  even  further  at  the  low  end  of  the  income  scale,  resulting 
in  a  property  tax  that  is  progressive  at  lower  income  levels  and 
nearly  proportional  thereafter.   (See  Figure  5). 
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Figure    5 

ELDERLY  PROPERTY  TAX 

As  o  Percent  of  Income 
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Are  Montana  taxes  fair?  The  answer  depends  on  your  view  of  fair- 
ness. Given  Montana's  low  income  and  elderly  property  tax  relief 
programs,  the  property  tax  appears  to  be  roughly  proportional. 
The  individual  income  tax  is  highly  progressive  in  low  income 
brackets,  roughly  proportional  in  middle  income  brackets,  and 
slightly  regressive  in  the  highest  income  brackets.  This  high 
income  bracket  regressivity  is  caused  by  a  number  of  high  income 
households  that  pay  little  or  no  tax. 
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IS  MONTANA'S  TAX  SYSTEM  OUT  OF  BALANCE? 


TAX  BALANCE  —  THE  SALES  TAX  ARGUMENT 

Some  observers  believe  that  Montana's  tax  system  is  out  of  bal- 
ance because  it  does  not  include  a  sales  tax.  These  observers 
assume  that  because  Montana  does  not  have  a  sales  tax,  our  prop- 
erty taxes  and  income  taxes  are  overburdened. 

But  are  Montana's  income  and  property  taxes  overburdened? 

♦Montana's  individual  income  tax,  in  terms  of  dollars  col- 
lected in  comparison  to  personal  income,  was  slightly  below 
the  national  average  in  1985. 

*The  tax  rate  on  corporate  income  was  also  below  average. 

*In  1984,  residential  property  taxes  compared  to  personal 
income  were  more  than  40%  below  the  national  average. 

♦Montana's  business  real  property  and  residential  taxes  are 
significantly  lower  than  the  national  average  as  a  percent- 
age of  market  value. 

If  Montana's  tax  system  were  out  of  balance,  these  taxes  would  be 
above  instead  of  below  the  national  average.  Why  is  the  burden 
of  these  taxes  less  for  Montanans  than  for  the  average  American? 
Is  Montana's  tax  system,  in  fact,  in  balance? 
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MINERAL  TAXATION  —  THE  BALANCE  IN  MONTANA'S  TAX  EQUATION 


In  Montana,  state  and  local  taxes  on  minerals  provide  revenue 
that  in  other  states  comes  from  a  general  sales  tax.  These  min- 
eral taxes  act  to  balance  Montana's  tax  system. 

Montana's  taxes  reflect  its  rich  endowment  of  non-renev;able  natu- 
ral resources.  Revenue  is  derived  from  both  state  severance 
taxes  and  local  mineral  proceeds  taxes.  The  majority  of  states 
are  unable  to  use  either  source  of  revenue  to  any  significant 
degree . 


To  correctly  measure  Montana's  "mix"  of  taxes,  both  state  and 
local  mineral  production  taxes  should  be  counted  separately  from 
income  and  other  property  taxes.  Property  taxes  in  most  states 
do  not  include  minerals.  By  accounting  for  mineral  taxes  sepa- 
rately, Montana's  rem.aining  property  taxes  are  then  comparable  to 
the  property  taxes  that  exist  in  the  large  majority  of  states. 
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when  mineral  taxes  are  properly  recognized  and  accounted  for,  the 

balance   vvithin   Montana's  tax  system  can  be  understood  as  illus- 

4 
trated  in  the  following  graph  for  fiscal  year  1985  : 


Figure  6 
Montana's  Mix  of  Major  Taxes 
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This  mix  of  taxes  is  close  to  the  mix  recommended  by  the  advo- 
cates of  tax  balance. 

The  mineral  tax  share  approximates  the  contribution  of  sales  tax 
revenue  in  other  states. 

The  income  tax  and  non-mineral  property  tax  portions  deviate 
slightly  from  the  norm,  but  only  because  of  the  geography  of 
Montana's  economy  and  population.  With  few  people  per  square 
mile  in  a  vast  expanse  of  land,  personal  income  taxes  are  less 
significant  than  in  states  with  larger  populations.  The 
geography   of   Montana   results   in  miles  and  miles  of  railroad. 
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pipeline  and  utility  property  not  present  to  the  same   degree   in 
other  states. 


Montana's  tax  system  has  a  reasonable  balance  when  viewed  in  the 
context  of  its  minerals,  its  population,  and  economic  geography. 
Its  income  taxes  and  real  property  taxes  are  lower  than  the 
national  average. 


CHANGING  THE  MIX  —  A  QUESTION  FOR  MONTANANS 

The  mineral  taxes  that  Montana  substitutes  for  a  sales  tax  differ 
from  a  sales  tax  in  a  very  important  way.  Mineral  taxes  are 
substantially  exported  to  persons  outside  Montana,  while  a  sales 
rax  would  primarily  tax  Montanans. 


Should   Montana   replace  its  mineral  taxes  primarily  paid  by  non- 
residents with  taxes  largely  paid  by  Montanans? 


That's  the  question  for  Montanans  to  answer. 
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1.  All  data  used  here  are  from  Montana  income  tax  returns. 

2.  Income  is  measured  as  adjusted  gross  income  plus  any  capital 
gains  exclusions,  TRA  deductions,  married  couple  deductions, 
interest  and  retirement  exclusions,  and  miscellaneous  deduc- 
tions. 

3.  Based  on  a  sample  of  1983  Elderly  Credit  tax  returns. 

4.  Bureau  of  the  Census,  U.S.  Department  of  Commerce,  Governmen- 
tal Finances  in  1983-1984,  Table  5,  U.S.  Government  Printing 
Office,  Washington  D.C.,  pp.  6-14. 

Bureau  of  the  Census,  U.S.  Department  of  Commerce,  State 
Government  Tax  Collections  in  1984,  Table  3,  U.S.  Government 
Printing  Office,  Washington  D.C.,  p.  3. 

Mineral  taxes  consist  of  both  production  taxes  and  property 
taxes  on  minerals.  Property  taxes  on  minerals  were  separated 
from  other  property  taxes  using  1984  natural  resource  levies 
as  a  percent  of  total  property  tax  levies. 
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ARE  TAXES  INCREASING  FOR  MONTANANS? 

*  Taxes  as  a  proportion  of  income  have  declined  for 
Montanans  since  1970,  unlike  the  rising  U.S.  average. 

*  Mineral  taxes  are  usually  paid  by  non-residents  and  have 
increased  as  the  value  of  minerals  produced  in  the  state 
have  increased. 


ARE  TAXES  INCREASING  FOR  MONTANANS? 

Over  the  past  15  years,  taxes  paid  by  Montanans  have  been  remarkably 
stable.  In  fact,  taxes  paid  by  Montanans  ha\re  actually  declined  since 
1970  as  a  percent  of  income  (Figure  1) .  For  individuals  in  other 
states,  average  taxes  compared  to  income  have  increased  slightly  over 
the  same  period  of  time. 

State  taxes  that  are  typically  paid  by  individual  residents  in  each 
state  include  individual  income  taxes,  general  and  selective  sales 
taxes,  and  taxes  on  motor  vehicles. 

Figure  1  compares  the  taxes  paid  by  individuals  in  Montana  to  state 
taxes  paid  by  the  average  American. 

Figure    1 
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Not  all  state  taxes  are  paid  by  the  residents  of  the  state  in  which 
they  are  imposed.  In  Montana  and  other  natural  resource  states,  min- 
eral taxes,  such  as  Montana's  coal  severance  tax,  are  generally  paid 
by  individuals  in  other  states  as  part  of  the  cost  for  consuming  Mon- 
tana's natural  resources.  The  majority  of  taxes  imposed  on  businesses 
in  Montana  and  many  other  states  are  also  paid  by  non-residents. 


Since  not  all  taxes  are  actually  paid  from  the  personal  income  of 
residents  of  this  state,  it  can  be  misleading  to  look  at  Montana 
taxes  as  a  percent  of  personal  income.  However,  no  other  measuring 
device  common  to  all  states  exists.  Consequently  a  comparison  of  taxes 
to  personal  income  is  used  here  (Figures  2  and  3)  simply  to  show  over- 
all trends  in  taxation. 

Figure  2 

MONTANA  TAX  REVENUE  BY  TYPE  OF  TAX 
State  Taxes  Per  $1,000  of  Personal  Income 
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Figure  3 

U.S.  AVERAGE  STATE  TAX  REVENUE  BY  TYPE  OF  TAX 
Taxes  Per  $1,000  of  Personal  Income 
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Since  1970,  as  a  percent  of  income,  individual  taxes  paid  by  Montanans 
have  declined  slightly.  In  the  nation  as  a  whole,  state  taxes  paid  by 
individuals  have  increased  during  the  same  span  of  time. 

Compared  to  personal  income,  business  taxes  have  decreased  over  the 
last  5  years  in  Montana  and  in  other  states. 
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while  taxes  on  businesses  and  individuals  have  changed  only  slightly, 
taxes  on  mineral  production  in  Montana  have  grown  significantly, 
reflecting  the  rising  value  of  mineral  production  in  this  state  since 
1979  (Figure  4).  The  importance  of  mineral  taxes  to  other  states  has 
changed  very  little  over  the  last  15  years. 

Figure  4 
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In  1985,  Montana  taxes  from  individuals,  businesses,  and  minerals 
amounted  to  $65  for  every  $1,000  of  personal  income.  However,  only 
about  S40  of  this  amount  was  actually  paid  by  Montanans (Figure  2). 
For  the  nation  as  a  whole,  taxes  from  individuals,  businesses,  and 
minerals  averaged  $67  for  every  $1,000  of  personal  income.  In  con- 
trast to  Montana,  approximately  $58  of  this  amount  was  paid  by  indi- 
viduals (Figure  3) . 
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MONTANA  PROPERTY  TAXES 

Over  the  past  15  years,  local  property  taxes  paid  by  Montanans  have 
followed  the  same  trend  as  state  taxes.  They  have  declined  steadily  as 
a  proportion  of  income (Figure  5). 


Figure  5 

MONTANA  PROPERTY  TAXES  BY  SOURCE 
Per  $1,000  of  Personal  Income 
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Residential  property  taxes,  which  are  paid  primarily  by  individuals 
cost  the  average  Montanan  $9.70  for  e\'ery  SI,  000  of  personal  income  in 
1984.  The  average  American  paid  $17.20  per  $1,000  of  personal  income 
during  the  same  year  (Figure  6) , 


Figure  6 
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As  with  state  taxes,  not  all  local  property  taxes  are  paid  by  resi- 
dents in  the  state  in  which  they  are  imposed.  In  Montana  and  other 
natural  resource  states,  property  taxes  such  as  Montana's  oil  and  gas 
net  proceeds  tax  are  generally  paid  by  individuals  in  other  states. 
The  majority  of  property  taxes  imposed  on  businesses  in  Montana  are 
also  paid  by  non-residents. 

Figures  5  and  6  show  that  in  Montana,  property  taxes  on  minerals  and 
businesses,  taxes  which  are  heavily  exported,  contribute  a  much  larger 
share  of  local  taxes  than  they  do  nationally.  In  other  states,  over 
half  of  all  property  taxes  are  paid  by  homeowners.  In  Montana,  home- 
owners pay  less  than  20%  of  all  property  taxes. 


SUMMARY 

Taxes,  as  a  percent  of  income,  paid  by  individuals  in  Montana  have 
decreased  over  the  last  15  years.  Montanans  pay  a  smaller  portion  of 
their  income  for  state  and  local  taxes  than  most  other  Americans. 

The  majority   of   most   taxes  imposed  on  businesses  in  this  state  are 

2 
paid  by  non-residents'.   As  compared  to  Montana  personal  income,  these 

taxes   have   not   risen  significantly  between  1975  and  1985,  and  local 

property  taxes  on  businesses  have  actually  declined. 

In  recent  years,  the  rise  in  the  value  of  mineral  production  in  this 
state  has  enabled  Montana  to  collect  greater  mineral  tax  revenues. 
Since  mineral  taxes  are  generally  paid  by  non-  residents,  the  state 
has  been  able  to  offer  public  services  comparable  to  other  states 
without  increasing  the  tax  burden  on  individuals. 
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Data  Sources  are: 


U.S.  Bureau  of  the  Census,  State  Government  Tax  Collections 
(1970-1985),  U.S.  Government  Printing  Office,  Washington 
D.C. 

U.S.  Bureau  of  the  Census,  Governmental  Tax  Collections 
(1969-1970,  1974-1975,  1979-1980,  and  1983-1984)  U.S.  Gov- 
ernment Printing  Office,  Washington  D.C. 


tax  collections  were  allocated  to   individuals, 
and  minerals  using  information  in: 


businesses , 


U.S.  Bureau  of  the  Census,  Census  of  Governments,  Volume  2 
(1982,  1977,  1972,  and  1967),  U.S.  Government  Printing 
Office,  Washington  D.C. 


Other  sources  include: 

William  E.  Morgan  and  John  H.  Mutti,  "The  Exportation  of 
State  and  Local  Taxes  in  a  Multilateral  Framework:  The  Case 
of  Business  Type  Taxes,"  National  Tax  Journal,  Vol.  XXXVIII, 
No.  2,  pp.  191-208. 
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DEPARTMENT  OF  REVENUE 


TED  SCHWINDEIN,  GOVERNOR 


STATE  OF  MONTANA 


September  12,  1986 
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MJTCHELL  BUIIXIING 


HELENA,  MONTANA  59620 


Your  Taxes  In  Montana 


Much  of  the  news  about  Montana's  taxes  is  good... as  reflected  in 
last  week's  tax  conference  sponsored  by  the  University  of  Montana 
and  Montana  State  University. 

The  enclosed  papers,  on  our  tax  system  and  how  we  compare  with 
other  states,  have  been  compiled  for  your  reference. 

Our  major  focus  has  been  to  respond  to  the  most  often  asked  ques- 
tions : 

*  The  present  system:   Is  it  fair?   Is  it  balanced? 

*  Are  taxes  increasing  for  Montanans? 

*  Is  Montana  a  high  tax  state? 

If  you  have  comments  or  concerns,  please  call, 
ncerely , 


Jdhn  D.  LaFaver 


Director 
444-2460 


■AN  EQUAL  OPPORTUNfTY  EMPLOYER  ' 


cp 
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Your  Taxes  In  Montana 


No.  03     Is  Montana  A  High  Tax  State? 


No.  03 


September  12,  1986 

Montana  Department  of  Revenue 
Helena,  Montana  59620 
(406)     444-2460 


IS  MONTANA  A  HIGH  TAX  STATE? 

*  Taxes  on  individual  Montanans  are  third  lowest  in  the 
U.S. 

*  General  business  taxes  are  average. 

*  Coal  taxes  are  high  ...  oil  taxes  are  average. 


IS  MONTANA  A  HIGH  TAX  STATE? 

Individual  Montanans  pay  substantially  lower  taxes  in  both  abso- 
lute terms  and  as  a  proportion  of  income  than  the  average  Ameri- 
can. 

For  "general"  businesses,  Montana  taxes  are  about  average. 

Montana  relies  on  mineral  production  for  a  significant  portion  of 
its  revenue.  Our  coal  tax  is  the  highest  of  the  nine  producing 
states  imposing  the  tax  and  we  are  about  average  for  oil. 

IS  MONTANA  A  HIGH  TAX  STATE  FOR  INDIVIDUALS? 

Individual  taxes  are  either  directly  paid  by  the  individual  or, 
shifted  entirely  to  them.  These  taxes  are  primarily  paid  by  each 
state's  residents.  As  a  result,  meaningful  interstate  comparisons 
can  be  made. 


The  following  taxes  are  compared  nationally  to  determine  relative 
tax  loads  : 


*  Individual  Income  Taxes 

*  Selective  Sales  Taxes 

*  General  Sales  Taxes 

*  Residential  Property  Taxes 

*  Motor  Vehicle  Taxes 

The  major  selective  sales  taxes  include: 

*  Motor  Fuels  Taxes 

*  Public  Utility  Taxes 

*  Tobacco  Taxes 

*  Insurance  Taxes 

*  Alcoholic  Beverage  Taxes 
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Figure    1 


TAXES   PAID   PRIMARILY  BY  INDIVIDUALS 

PER  $1,000   PERSONAL  INCOME 

Fiscal  Year   1985 
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29  to  50 
50  to  50 
50  to  70 
70  to  80 
80  to   120 


Montana's   Taxes   on    Individuals    are   Third  Lowest    in   U.S. 


TAXES  PAID  PRIMARILY  BY  INDIVIDUALS 


As  shown  in  Figure  1,  Montana  is  one 
of  three  states  with  the  lowest  taxes 
paid  by  individuals. 

In  1985,  Montana's  taxes  on  individu- 
als were  $49.74  per  SI, 000  personal 
income  or  the  48th  lowest  in  the 
nation.  Montana's  tax  load  was  34% 
lighter  than  the  national  average. 

Wyoming  and  Alaska  were  lower,  impos- 
ing taxes  on  individuals  of  $49.62 
and  $29.15  respectively.  The  highest 
tax  states  were  Hawaii  ($110.88), 
Vermont  ($100.87)  and  Minnesota 
($100.56). 


ri» 
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How  does   Montana   compare   for  each  component  of  the  individual 
taxes? 


Figure  2 


INCOME  TAX   PER  $1,00G   PERSONAL  INCOME 

Fiscal  Year   1985 


Dollars 


□    0  to  10 
^     10  to  20 
m     20  to  21 
21    to  30 
30  to  50 


Montana's   Individual   Income   Tax   is   Below  Average, 


Figure  2  indicates  that  Montana's 
individual  income  tax,  our  largest 
source  of  state  tax  revenue,  is  just 
below  the  national  average  of  $21.15. 
Our  tax  was  $20.84  per  $1,000  person- 
al  income,    23rd   lowest. 

Delaware  imposes  the  greatest  burden 
with  a  tax  of  $43.61.  Seven  states  do 
not  levy  an  individual  income  tax 
(Alaska  no  longer  levies  the  tax  but 
still  is  receiving  some  revenue  from 
back  years) . 


INDIVIDUAL  INCOME  TAXES 
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Figure    3 

GENERAL  AND   SELECTIVE  SALES  TAXES 

PER   $1,000   PERSONAL  INCOME 

Elscai  Year   1985 
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5  to  20 
30  to  35 
35  to  50 

50  to  65 
55  to  80 


Montana  is  Fifth  Lowest  in  Sales  -  Type  Taxes, 


GENERAL  AND  SELECTIVE  SALES  TAXES 


Because  we  are  one  of  five  states 
that  do  not  impose  a  general  sales 
tax,  Montana  compares  very  favorably 
here . 

Our  sales  tax  burden,  from  selective 
taxes,  was  $16.07  per  51,000  personal 
income  or  the  A 6th  lowest  in  the 
nation.  Our  sales  taxes  were  55% 
lower  than  the  national  average. 

Oregon  was  the  lowest  sales  tax  state 
($7.65),  with  Nevada  (S66.26)  and 
Hawaii  ($62.84)  in  the  highest 
category  These  latter  states  impose 
heavy  sales  taxes  in  an  attempt  to 
export  their  tax  to  tourists. 
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Residential  property  taxes  (Figure  4)  are  low  in  Montana  relative 

2 
to  other  states  . 


Figure  4 


RESIDENTIAL  PRCPERrr  TAXES 
PER  $1,000   PERSONAL  INCOME 


Dollars 


un 


0  to  7.5 
7.5  to   15 
15  to  22.5 
22.5  to  30 
50  to  40 


Residential   Property   Taxes   are   4  3%   Less   Than  National  Average, 


RESIDENTIAL  PROPERTY  TAXES 


Montana's  residential  property  tax  is 
$9.69  per  $1,000  of  personal  income, 
or  43%  lower  than  the  national 
average.  Our  tax  ranked  33rd  in  the 
nation  by  this  measure. 

Alabama  imposes  the  lowest  residen- 
tial property  tax  ($4.83).  The  high- 
est taxes  are  imposed  by  northeastern 
states. 

New  Hampshire  relies  almost 
exclusively  on  the  property  tax  for 
its  revenue  and  this  is  reflected  in 
its  ranking  (1st)  and  its  tax  burden 
($34.87).  New  Hampshire  is  followed 
by  New  Jersey  ($30.24)  and  Vermont 
($30.24). 
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Summary 

Montana   imposes   very  low  individual  taxes  on  its  residents.  Our 
tax  burden  ranks  48th  lowest  in  the  nation. 

The  combination  of  average  income  taxes,  low  sales  taxes,  and  low 
residential  property  taxes  make  Montana  a  low  tax  state. 


BUSINESS  TAXES  —  ARE  THEY  HIGH? 


The  evidence  suggests  Montana's  "general"  business  taxes  are  a 
little  below  the  average  of  other  states. 

Unfortunately,  no  good  measure  has  been  devised  to  allow  the 
comparison  of  the  level  of  "general"  business  taxes  across 
states.  Personal  income  is  not  a  good  measure  because  it  excludes 
the  income  of  corporations  and  because  of  the  likely  "exporta- 
tion" of  these  taxes. 


Evidence  is  presented  to  assess  the  relative  level  of  "general" 
business  taxes  across  states.  Corporate  income  taxes  and  property 
taxes  are  addressed  in  separate  sections. 


CORPORATE  INCOME  TAXES 

One   good   indicator   for  comparing  corporate  income  taxes  is  the 
tax  rates.  This  measure  is  not   exact,   however,   because   states 
differ  in  their  definition  of  the  tax  base.  Some  states  allow  the 
deduction  of  federal  taxes  and  a  portion  of  certain  dividends. 
States  also  differ  in  the  account  methods  for  allocating 
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corporate  income  to  each  state,  but  most  states  use  the  same 
guidelines.  These  factors  yield  the  use  of  tax  rate  comparisons 
to  be  less  than  perfect  even  though  it  is  probably  the  most  mean- 
ingful comparison  available. 

Many   economists   believe   that   the  marginal  rate  of  income  tax, 

such  as  Montana's  corporation  tax,   is   an   important  factor   in 

economic   decision-making.   With   a   lower   rate,   a  corporation 

retains  more  profit.  Hence,  its  incentive  or  reward  for  risk- 
taking  is  greater. 
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Figure    5 


COMPARISON   OF  TOP   CORPORATE  TAX   RATES 

TAX  YEAR    1985 


PERCENT 

1    1 

0  to  0.1 
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Montana's   Corporate   Tax   Rate    is   Below  the  National  Average. 


COMPARISON  OF  TOP  CORPORATE  TAX  RATES 


Montana's  corporate        income        tax 

appears  reasonable  for  most  "general" 
businesses.  Our  tax  rate  of  6.75%, 
which  has  been  in  effect  since  1971, 
ranks  20th  in  the  nation  out  of  the 
A5  states  imposing  the  tax.  It  is 
less  than  the  average  rate  (7.5%) 
imposed  by   these   states. 

The  lowest  corporate  income  tax  rate 
of  5%  is  imposed  by  a  number  of 
states.  The  highest  rate  of  11.5%  is 
levied  by  Connecticut;  followed  by 
the  10.5%  imposed  by  North  Dakota  and 
Arizona. 
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BUSINESS  PROPERTY  TAXFS 

The  property  tax  payments  of  corporations  can  be  exported  similar 
to  the  income  tax.  As  will  be  shown  in  the  following  section,  the 
major  portion  of  the  Montana  property  tax  payments  of  corpora- 
tions are  exported.  Therefore,  these  taxes  cannot  be  assigned  to 
Montanans  and  compared  on  the  basis  of  personal  income. 

If   property   taxes   cannot  be  compared  to  the  personal  income  of 

residents,  what  can  they  be  compared  to?  One  good  measure  is   the 

level   of  business  property  taxes  in  relation  to  the  value  of  the 

3 
property  (Figure  6)  . 
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Figure    6 


EFFECTIVE  BUSINESS   PROPERTY  TAX   RATES 
Land   and   Improvennents 


Estimated  Percent 

of  Market  Value 

□  0.362  to  0.735 

B  0.735  to  0.887 

^  0.887  to  1.325 

ffl  1.325  to  2.251 

■i  2.251   to  5.119 


Business   Real  Property  Taxes   are    34%   Lower  than  National   Average. 


EFFECTIVE  BUSINESS  PROPERTY  TAX  RATES 


Figure  6  indicates  that  Montana's 
average  effective  tax  rate  (tax  as  a 
percent  of  market  value)  on  business 
land  and  improvements  (0.866%)  is 
lower  than  the  national  average 
(1.318%). 

On  this  scale,  Montana  ranks  30th  in 
the  nation.  This  ranking  is  similar 
to  that  found  for  residential  proper- 
ty- 
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MINERAL  TAXES  —  ARE  THEY  HIGH? 


Montana's  mineral  taxes  are  a  vital  component  of  the  state's  tax 
base.  The  coal  tax  rate  is  the  highest  in  the  nation  and  our  oil 
tax  rates  are  about  average. 

Montana  is  a  mineral  rich  state. In  1984,  Montana  ranked  9th  in 
the  nation  in  the  value  of  minerals  produced  per  person. 

Through  time  our  tax  structure  has  evolved  to  reflect  the  impor- 
tance of  mineral  production  as  a  source  of  revenue,  much  like 
those  of  most  other  mineral  producing  states.  Each  state  has 
recognized  that  this  source  of  revenue  can  provide  significant 
revenues  that  are  likely  to  be  exported  to  other  states.  Much 
like  Michigan  with  it  value-added  tax  on  automobile  producers  and 
Nevada  with  its  gambling  taxes,  the  mineral  states  have  tailored 
their  revenue  structure  to  export  taxes. 

OIL  PRODUCTION  TAXES 

Montana's  oil  production  taxes,  including  property  taxes  on  pro- 
duction, are  about  average  when  compared  with  those  of  other 
major  producing  states  . 

Average  Oil  Production  Taxes 

Fiscal  Year  1985 


State 

Alaska 

Louisiana 

Wyoming 

Montana 

North  Dakota 

Oklahoma 
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Average  Tax 

on 

Gross  Value 

12. 

,25% 

13. 

,45 

13. 

,07 

12. 

,15 

12. 

,07 

8. 

,04 

COAL  PRODUCTION  TAXES 


Montana's  total  production  taxes  on  coal  are  the  highest  in  the 
nation  because  of  our  sc^verance  tax  rate.  Rates  for  other  western 
states  are  shown  below  , 


Property 

Severance 

Total 

0.9% 

3.9% 

4.8% 

3.0 

19.9 

22.9 

3.0 

13.6 

16.6 

0.5 

4.5 

5.0 

0.0 

5.1 

5.1 

5.4 

8.4 

13.8 

Average  Coal  Production  Taxes 

Average  Tax  On  Mine  Value 

State 

Colorado 

Montana 

"Base  Coal"  (30%) 

"Window  Coal" 
New  Mexico 
North  Dakota 
Wyoming 

Montana's  coal  taxes  have  been  reduced  frorr.  the  levels  shown 
through  a  deduction  for  a  portion  of  the  royalties  paid  to  the 
state,  to  the  federal  government,  and  to  Indian  Tribes.  This 
deduction  will  reduce  the  level  of  our  production  taxes  on  "base" 
coal  from  the  22.9%  level  to  21.6%  when  it  is  fully  phased-in  . 

The  average  effective  rate  is  further  reduced  for  new  coal   sales 
through   the   33.3%  "window  of  opportunity"  severance  tax  credit. 
The  current  effective  rate  for  "window  coal"  is   16.6%.   It   will 
also  decline  to  15.34%  as  the  royalty  deduction  is  fully 
phased-in. 


-  12  - 


WHERE  DID  THE  MYTH  OF  HIGH  TAXES  BEGIN? 


If  Montana's  individual  taxes  are  lower  than  average,  and  its 
general  business  taxes  are  about  average,  hov/  did  the  myth  that 
Montana  is  a  high  tax  state  get  started? 

The  myth  arises  from  faulty  comparisons  of  Montana's  total  state 
and  local  taxes  to  the  personal  income  of  Montanans  and  to  the 
number  of  people  in  the  state.  Both  comparisons  are  misleading 
because  they  assume  Montana's  taxes  are  paid  by  Montanans  out  of 
their  personal  income. 

Large  portions  of  Montana's  taxes  are  paid  in  the  first  instance 
by  corporations  out  of  corporate  profits,  not  by  Montanans  out  of 
personal  income.  The  taxes  paid  primarily  by  corporations  are 
mineral  taxes,  the  corporation  license  tax,  and  major  business 
property  taxes. 

Once  corporations  pay  these  taxes,  they  normally  shift  them  to 
consumers,  shareholders,  workers,  suppliers,  and  the  federal 
government  (via  federal  income  tax  deductions) .  Some  of  these 
taxes  are  shifted  to  Montanans,  but  the  bulk  is  exported  to  non- 
residents.  Some  economists  assert  Montana's  business  taxes  to  be 

7 
among  the  most  exported  taxes  of  any  in  the  nation  . 

All  states  export  taxes  to  some  degree.  For  example,  everyone 
who  buys  a  car  made  in  Michigan  pays  a  part  of  that  state's  value 
added  tax.  Gambling  tourists  in  Nevada  pay  its  high  taxes  on 
gaming  establishments.  Purchasers  of  American  made  steel  pay  a 
portion  of  Minnesota's  taconite  tax.  Montana  is  simply  able  to 
export  more  of  its  taxes  than  most  states. 
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The  statistics  on  total  taxes  per  capita  or  total  taxes  per 
$1,000  of  personal  income  are  especially  misleading  for  natural 
resource  states  like  Montana  where  major  corporations  represent  a 
large  share  of  the  economy.  As  indicated  by  Figure  7,  Montana 
ranks  below  only  Alaska  and  Wyoming  in  the  share  of  its  property 
tax  base  represented  by  centrally  assessed  property  --   minerals, 

g 

railroads,  utilities,  and  pipelines  .  What  this  means  is  that 
property  and  income  in  Montana  are  more  likely  to  be  corporate 
property  and  income  than  in  most  states. 

Given  the  major  share  of  the  Montana  economy  and  taxes  represent- 
ed by  the  corporate  sector,  it  is  simply  wrong  to  imply  that  all 
taxes,  or  even  all  property  taxes,  are  paid  by  Montanans  on  a  per 
person  basis  or  out  of  their  personal  income.  To  do  so  ignores 
the  fact  that  many  taxes  are  paid  out  of  corporate  income  and 
consequently  exported  to  persons  outside  Montana. 

Figure  7 


IMPORTANCE  OF  MINERALS  AND   UTILITY  VALUES 
RELATION  TO  THE  TOTAL  TAX   BASE 


PERCENT  OF  TOTAL 


□  0  to  0.01 

td  0.01   to  10 

E2  10  to  25 

ra  25  to  50 

HD  50  to  80 
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1.  Data  Sources  are: 

U.S.  Bureau  of  the  Census,  State  Government  Tax  Collections 
in  1985 ,  U.S.  Government  Printing  Office,  Washington  D.C. 
1985 

U.S.  Bureau  of  the  Census,  Governmental  Finances  in  1983-84, 
U.S.  Government  Printing  Office  1985 

Property  tax  collections  were  allocated  to  residential  prop- 
erty using  information  in: 

U.S.  Bureau  of  the  Census,  1982  Census  of  Governments,  Vol. 
2  (Table  4),  U.S.  Government  Printing  Office,  Washington 
D.C.  1982 

2.  Other  sources  include: 

Advisory  Commission  on  Intergovernmental 
Relations , Significant  Features  of  Fiscal  Federalism,  (Table 
69)  . 

U.S.  Bureau  of  the  Census,  1982  Census  of  Governments, 
(Table  22) . 

Government  of  the  District  of  Columbia,  Tax  Rates  and  Tax 
Burdens  in  the  District  of  Columbia:  A  Nationwide  Compari- 
son, (Table  1) 

3.  Staff  computations  from  information  presented  in: 

U.S.  Bureau  of  the  Census,  1982  Census  of  Governments,  U.S. 
Government  Printing  Office,  Washington  D.C.  1982 

4.  Information  from  the  Department  of  Revenue  of  each  state. 

5.  Colorado  Energy  Research  Institute,  Mineral  Severance  Taxes 
in  Selected  Western  States:  An  Update,  Colorado  Energy 
Research  Institute,  Lakewood  CO.,  1982 

Staff  computations  used  for  Wyoming  and  Montana. 

6.  Staff  computations  based  on  deductions  claimed  in  the  most 
recent  severance  tax  returns. 

7.  William  E.  Morgan  and  John  H.  Mutti ,  "The  Exportation  of 
State  and  Local  Taxes  in  a  Multilateral  Framework:  The  Case 
of  Business  Type  Taxes,"  National  Tax  Journal,  Vol.  XXXVIII, 
No.  2,  pp.191-  208. 

8.  U.S.  Bureau  of  the  Census,  1982  Census  of  Governments,  Vol. 
2,  Table  3. 
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